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THE FUTURE OF FANNIE AND FREDDIE 

 

The familiar phrase “those who fail to learn from history are doomed to repeat it” often falls on deaf ears in our 

nation’s capital. Once again, this phrase rings true as Democrats advance socialist policies that will put Fannie 

and Freddie, the government-backed mortgage giants, at a higher financial risk. 

 
BACKGROUND 

 

The Federal National Mortgage Association (“Fannie Mae”) and the Federal Home Loan Mortgage Corporation 

(“Freddie Mac”) were once private enterprises created by Congress. During the housing crisis in 2008, they were 

bailed out by U.S. taxpayers and put into conservatorship by the Federal Housing Finance Administration 

(FHFA), which guarantees investors who buy the mortgage-backed securities will receive the principal and 

interest even if the borrowers default.1 Despite one of the stated goals of conservatorship being to prepare for 

eventual exit, Fannie and Freddie remain in conservatorship after more than a decade, keeping the taxpayers on 

the hook for potential losses.2 

 

• The Biden Administration is politicizing FHFA. 

➢ On June 23, 2021, the Supreme Court ruled in Collins v. Yellen that the President has the authority to 

remove the FHFA Director, overturning the historical structure that only allowed the director to be 

removed before the end of their five-year term for cause. Less than 24 hours after the decision was 

issued, President Biden removed FHFA Director Mark Calabria from his post.3 

➢ Although the Supreme Court decided that the president has the authority to remove the FHFA Director, 

it is clear the motivation of the suit was a political and blatant effort to oust the Director of the 

independent federal agency so Biden could more easily push his woke housing agenda.4  

➢ President Biden made this decision despite the fact he voted to make FHFA an independent agency to 

take it “out of politics” back in 2008.5  

 

• Fannie and Freddie’s exit from conservatorship looks farther away than ever. 

➢ Over the past few months, the Administration has been working to reverse actions former Director 

Calabria took to reduce the risk of the government-sponsored enterprises (GSEs) during his tenure. 

➢ Under the leadership of Director Calabria, FHFA made the decision to require Fannie and Freddie to 

hold more capital so they could operate in a safe and sound manner if released from conservatorship and 

to reduce the risk to taxpayers, who would have to absorb potential losses of the GSEs in another crisis.6  

➢ This decision put the GSEs on a stronger financial footing not seen in years by successfully reducing the 

leverage ratio of the GSEs by 75 percent and limiting their footprint, as seen by their increased net 

worth.7 This was also while overseeing the largest annual increase in homeownership among Black 

Americans.8  
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➢ Acting Director Sandra Thompson, Calabria’s replacement, swiftly changed the course of the GSEs by 

amending the capital framework and suspending certain restrictions on the GSEs’ risk taking.9  

➢ Acting Director Thompson noted she believes it is FHFA’s duty to ensure that all Americans have equal 

access to affordable housing. In her quest to achieve this goal that is not part of FHFA’s mission 

statement, she is abandoning FHFA’s actual stated mission that FHFA should ensure the regulated 

entities operate “in a safe and sound manner to serve as a reliable source of liquidity.”10 

 

• The Biden Administration is setting the stage for another housing crisis. 

➢ Throughout history, the government has used Fannie and Freddie to concentrate the risk of its housing 

policies and set up conditions for a record level of mortgage defaults. 

➢ For example, in 1968, the government took Fannie off budget and created Freddie in 1970 to fund a 

massive expansion of government subsidized housing. The U.S. Department of Housing and Urban 

Development’s (HUD) program expanding the National Housing Act temporarily ended in 1973 in 

scandal when it contributed to the further deterioration of many city neighborhoods and left Fannie 

effectively insolvent by the early 1980s.11 

➢ In the early 1990s through 2008, Fannie and Freddie were forced to take on risky loans after banks were 

pressured by the Clinton Administration using a provision in the 1977 Community Reinvestment Act to 

make subprime loans under the objective of “affordable housing.”12 In order to meet HUD’s goals, 

Fannie and Freddie had to continuously reduce their mortgage standards.13 

➢ New research shows that mortgage risk rose steadily leading up to the 2008 housing crisis when the 

GSEs accounted for roughly 50% of the mortgage market, indicating their integral role in the crisis.14 

➢ Allowing the GSEs to buy riskier mortgage loans will incentivize banks to make it easier to buy a home, 

which will increase demand for housing or more expensive housing. Yet, this will not lead to lower 

housing prices or an improved housing supply, which is already under strain from high building material 

prices and labor shortages.15 

 
POLICY SOLUTIONS 

 

Fannie and Freddie should be released from conservatorship and returned to private ownership to ensure the 

taxpayers are not expected to finance another bailout if another housing crisis were to occur. To meet that goal, 

Fannie and Freddie must hold sufficient capital to absorb losses. In addition, Congress and the Biden 

Administration should not be incentivizing borrowers to buy more expensive homes than they are able to afford 

by increasing the GSEs’ footprint and enabling further risk taking, which proved to be disastrous in the past.  

Source: Federal Housing Finance Agency 
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